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SUMMARY 


Levels of production and investment are good and the political 
framework remains reasonably stable. The trade and payment 
situation is extremely favorable, with exports and workers remittances 
running well above last years levels. Imports are also higher, but 
less so on a percentage basis. Gold and foreign exchange reserves 
continue to climb steadily, and are at the unprecedented level of 

$1.1 billion. Dark spots in the economic scene are continued rapid 
price rises (although somewhat less than last year) and major structural 
unemployment. Government policies remain basically unfavorable to 
new private foreign investment and import policies remain excessively 
restrictionist in the light of the overall payments situation. 








zi Current Economic Situation and Trends 


a. The Political Background and its Effects, The formation of 
the Government of Ferit Melen in late May introduced a return of 


confidence and a period of relative political stability. However, 
politically, Turkey still remains a country passing through a period 

of trial and self-analysis following the Armed Forces Commanders' 
memorandum of March 12, 1971 and a succession of "above parties" 

or "national unity" cabinets. The Melen Government, like its 
immediate predecessors, has attempted to shepherd through a slow 
moving Parliament the legislative and Constitutional reforms the 
military commanders contend are prerequisite to a complete return 

to unrestricted political activity including elections. While for a 
number of reasons -= one of the more significant of which is a 
Constitution which provides for a relatively weak executive, the present 
Government has made little progress to date in bringing about reforms 
or in achieving the tax increases necessary for the government program, 
it has nevertheless met several crucial challenges. The most recent 

of these was the November 4 decision of the Republican People's 

Party to withdraw its five ministers from the Government over disagree- 
ment in philosophy and thrust of the government's new Five~Year 
Development Plan, Instead of precipitating an immediate Government 
resignation, the five ministers resigned from the party and remained 
with the Government. The current political crisis, however, has yet to 
be resolved. 


Isolated security incidents, involving a small number of disaffected 
youth and remnants of the anarchist groups whose terrorist activities 
led to the replacement of the Demirel Government in March 1971, 
continue, At present, however, these incidents are fewer in number 
and their direct effect upon the political and economic life of the 
country is minor. In view of the potential threat of renewed terrorism 
and the martial law trials presently in progress, martial law is being 
continued in the major urban areas, Although many difficult problems 
remain unsolved, the present reading of the current political situation 
is that relative stability will continue under the present Government, 
or a Government along similar lines, the military will not intervene 
directly although it may apply indirect pressure as it has on several 
occasions, the basic integrity of Turkish democracy will be preserved, 
and elections will take place on schedule in October 1973, 








b. Economic Situation Improving. Even as the Melen Govern- 
ment was settling in, it was clear that a surge of economic activity 


having many characteristics of a boomlet was already underway. 

The involved political process leading to the formation of the Melen 
Government was left to the politicians ami the military, and business- 
men concentrated on investment and expansion plans. This same 
attitude has been evident during the course of the political challenges 
to the Melen Government since its formation. The center-right 
complexion of the new cabinet and the prominence of pro-mixed 
economy figures in it further reassuréd business leaders. 


One measure of both private sector confidence and the present 
government's attitude is found in levels of investment proposals and 
approvals processed under the interim Investment Encouragement 
Decree. The measure provides tax and other incentives to various 
types of private and government enterprises. Given the major role 
of the Government in Turkey's economic life, and the critical im- 
portance of the incentives that can be conferred (or withheld), virtually 
every significant investment -- public or private -- depends upon 
government approval. Before the Encouragement Decree, few 
private investments were eligible for tax or other incentives, and 

in fact, private investors had to compete at a disadvantage with 
government entities for scarce investment resources. Since then, 
even the most optimistic forecasts of only a few months ago have 
been surpassed. This year, the local currency equivalent of $3,7 
billion investment proposals were made of which $2.9 billion came 
from private investors. More significant perhaps, is the speed 
with which the government gave final approval to nearly half these 
private investment proposals. The Investment Encouragement Decree 
was, of course, a temporary measure designed to give certain 
incentives to investments approved this year. However, there is 

at present in Parliament a new Investment Incentives Bill designed 
to make an incentives mechanism a permanent part of the investment 
planning and implementation process. 


It will be many months before the full impact in the form of 
production or expenditure of present investment planning will be 

felt completely. Moreover, it will be difficult to measure this 
impact accurately since no data are available on the growth of 
aggregate industrial production. However, current production data 
on individual commodities and evidence of strong loan demand suggest 
a high rate of private industrial investment and output. Moreover, 


that portion of Turkish imports consisting of industrial raw materials 
and semi manufactures is rising rapidly as are Turkish exports of 
industrial products. On the other hand, the Government's budgetary 
situation is poor, and is undoubtedly having a depressive effect on 
public sector investment, 


c. Balance of Payments Improves, The improvement in export 
performance which characterized 1971 continued this year. Exports 


for the first nine months of 1972 were nearly 50% higher than in 

the corresponding months in 1971 and total exports for the year are 
forecast at $850 million. The growth of imports, on the other hand, 
was slightly below 30%. Indications of future trends are found in 

the changing commodity composition of the country's exports. Industrial 
products (which presently account for 25% of total exports), are 
growing particularly fast - up about 70% over last year's level. Imports, 
on the other hand, continue to consist essentially of raw materials 

and capital equipment since the government continues a virtual embargo 
of consumer products despite the growing level of reserves. 


The trade deficit for the first nine months is approximately $500 
million, somewhat less than a year earlier. This deficit however 

is offset by a surplus in the services account attributable almost 
entirely to continued strong and growing inflow of worker remittances. 
Remittances by the end of the first nine months of 1972 amounted to 
$554 million, nearly 20% above the total for all of 1971. Total re- 
mittances for the year are forecast at $750 million, Gold and net 
foreign exchange reserves at the end of October were at the record 
level of $1.1 billion. 


d. Areas of Weakness, Although most indicators point to strength 
in the economy, inflation and continuing budget deficits continue to 
elude solution, High unemployment, and inability to provide jobs for 
new arrivals to the labor force are also severe blots on Turkey's 
economic performance with dangerous long term political implications. 


The rate of price increase remains high although it has tapered off 
somewhat from 1971. The consumer price indices for Ankara and 
Istanbul for the year ending September 30, 1972 were about 15% higher 
than a year earlier compared with a rate of increase of about 25% 
during the last half of 1971. In the period July-September, increases 








in the two major cities were 6,2 percent am 6.3 percent respect- 
ively. Moderation of wholesale prices has been at a slower pace. 
At mid-year the annual rate of increase was still over 20 percent 
compared with a year earlier but dropped to about 17 percent in 
August. 

















The government budget is expected to show another sizeable deficit 
for the 1972 fiscal year. The budget originally included proposals 
for new tax measures which would have yielded additional revenues 
of about TL 5 billion. However, most of these tax proposals have 
been ignored, rejected or emasculated in Parliament. At present 

a deficit of TL 8 million is shaping up if present trends of revenue 
and expenditure continue, The Prime Minister indicated in September, 
however, that the figure could be reduced by TL 5 billion with 
certain economies. Given the lags involved, it is doubtful that the 
increased pace of activity will influence the government's fiscal 
position for several more months. For the same reason, it is 
doubtful that the strong surge of private sector investment will offset 
this year the short fall in government investment created by budget 
constraints, It is clear, however, that if business dynamism 
continues at present rate the revenue situation should improve next 
year. While there are no accurate employment statistics, Government 
statements recognize that unemployment is at least 2,000,000 and 
probably higher. Even with strong GNP growth combined with 
temporary labor emigration to Europe, this level can be expected 

to grow. 













































































e. Money Supply Continues to Rise. While the rate of growth 


of money supply has tapered off somewhat, it nevertheless continues 
to expand rapidly. The rate declined to 30 percent on a year-to-year 
basis early in the year and has since remained constant, On 
October 4, the Central Bank raised the reserve requirement on 
deposits of less than one year from 20 to 25 percent. However, 
given the present high level of liquidity. of the banking system, it 

is dubious that this will affect either the ability or the willingness 

of the banks to lend. 




































f. Agriculture Having a Good Year, In many areas of the 
country agricultural production for 1972 duplicated last year's bumper 


levels. Wheat production declined from last year's levels, but 
harvests were still 10 percent above average. This decline was more 






then offset by higher export crop production, especially cotton. 
Like 1971, 1972 is becoming a premier agricultural year. There 
have been notable increases in many commodities, but the real 
difference between 1971-1972 and 10 years earlier is wheat and 
cotton. Wheat, occupying over 50 percent of the cultivated area, 
accounted for 46% of the rise of agricultural production in the last 
decade. More dramatic is the fact that cotton -- which occupies 
only 5 percent of the cultivated area -- accounted for 42 percent of 
the increase. 


Agricultural exports during 1972 are expected to be nearly 20 percent 
over 1971 or about $600 million. Cotton is expected to account for 

a substantial portion of increased exports. On the other hand, 
imports of agricultural products topped out at $106 million in 1970, 
declined to $94 million in 1971 and are forecast at about $60 million 
for 1972, 


2. Implications for the United States, 


a. Sales Opportunities Increasing, Relative political stability, 
good growth rates, more liberal import policies and a strengthened 


and confident private sector mean increased opportunities for U.S. 
exports of goods am services. Continued financial support from the 
international lending agencies also provide a fairly wide variety of 
possibilities ranging from dairy cattle through refrigerated trac- 

tor - trailer rigs, food processing equipment and engineering services. 
Government planned hydro-electric and irrigation projects, as well 

as chemical, fertilizer, pulp and paper facilities are moving rapidly 
from the idea to implementation stage. 


That U.S. goods and services can be successful in face of increasingly 
stiff European and Japanese competition is shown by recent large 

sales of textile machinery, heavy trucks, aircraft aml communications 
equipment, Turkey continues to be one of the countries where the 

U.S. enjoys a healthy trade surplus. 


b. Near and Long Term Prospects, An examination of the 
investment proposals approved by the Ministry of Industry and 


Technology under the interim Investment Encouragement Regime 
suggests specific sales opportunities available in coming months. 


Of the nearly $1.5 million in investment licenses issued, $714 thousand 
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have been granted for investments in textiles and clothing, $285 
thousand for investments in chemical industries, $107 thousand for 
investments in food processing. Other licences were granted for 
investments in shipbuilding, electric machinery manufacture and 
metal working. 


c. Turkey's Relationship with EC. Among the more important 
current trends of interest to-the United’ States is the growing 


importance of Turkey's relationship with the European Community. 
The Melen Government is expected to strengthen this relationship 
further. The Minister of Finance, Ziya Muezzinoglu, former 
Ambassador to the EC (1965-72), will undoubtedly play a major role 
in forging closer ties with the EC. Moreover, the creation of a 
customs union is seen as a step toward more basic political objectives -- 
full membership in the EC and the European integration movement. 
The 1970 Protocol to the Association Agreement of 1964 requires 
Turkey, over concurrent 12 and 22 year periods, to dismantle 
restrictions against EC imports. The lengthy 22 year transition 
period is designed to permit Turkey to raise its industrial output 
and efficiency to a point at which it would be realistic for Turkey 
to allow all its industries to compete on an unprotected basis with 
European producers, 


The length of the transition period, however, has been the subject 

of much justifiable criticism at official and informal levels. It is 
clear that a period this long does not result in much present pressure 
on Turkish industry to rationalize. 


3. Foreign Investment Outlook Remains Cloudy, 


Although the climate and possibilities for direct sales in the Turkish 
market is good, the outlook for foreign private investment - either 
wholly owned or in partnership with local firms - remains obscure, 
Many of the current practices and conditions which tend to cloud 

the foreign investment climate are, however, susceptible to change. 
There have, in fact, been very hopeful signs that the relatively 
outward-looking Melen Government would be willing to look at foreign 
private investment proposals on a case-by-case basis, The Government 
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Program specifically cites, for example, the need for foreign 
technology and the benefits to the economy of foreign investments. 


However, changes in conditions and practices are occurring only 
slowly. Many of the problems originate with etatist-oriented 
working level officials, They take the form inter alia of frag- 
mented and lengthy investment approval authority, control over 
day-to-day operations, and unilateral alteration of investment 
decrees. 


Foreign investment already established and operating in Turkey 
continues to have problems over interpretation of laws and regulations, 
work permits for non-Turkish executives and experts, as well as 
official efforts to restrict price increases. However, foreign 
managers increasingly are able to present their problems to inter- 
ested officials, and possibilities for remedial action where clearly 
justified seem better than in 1971. 








